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This paper investigates empirically the roles of nominal shocks in determining 
the fluctuations of current account in four financial crisis hit countries in Asia. 
Structural VAR models are estimated separately for these economies before 
and during/after the financial crisis of 1997. The results show that the relative 
roles played by nominal shocks vary between two periods and across 
countries. This implies that the determinants of the current account 
fluctuations are relied on country-specific particularities. Trade openness does 
not show a significant contribution in explaining these differences.  
 

































The determination of the real exchange rate and current account is a 
controversial topic in the international financial macroeconomics. Over the 
last two decades, economists and researchers have tried to provide the 
explanations to the exchange rate and current account dynamics from different 
aspects and assumptions.  
 
The so-called intertemporal approach or flexible price open economy 
literatures with optimizing agents proposes real shocks as the source of real 
exchange rate and current account dynamics. The Keynesians however 
explains the fluctuation of these two variables from the aspects of nominal 
rigidities and monetary shocks (Zhang, 2004, p.1).  
 
Combining with microfoundation of intertemporal choice and nominal 
rigidities in both models, NOEM or the new open macroeconomics model 
provides a new theoretical framework to study the sources of economic 
fluctuations. Although NOEM literature has developed broadly, the empirical 
studies following the theoretical literature are very limited. This paper 
attempts to investigate the ability of the NOEM models in explaining the 
economic fluctuations empirically. In particular, this paper tries to investigate 
the roles played by the real exchange rate and nominal (monetary) shocks in 
determining the current account fluctuations in emerging economies of Asian 
countries. For a deeper investigation, the data are divided into two periods, 
before and after the crisis of 1997. The results are compared between two 
periods across countries. Secondly, this study also aims to find out how 
significant the effects from nominal (monetary) shocks are linked with the 
trade openness. For this purpose, the maximum responses of current account 
on nominal shocks generated by forecast error decompositions for these 
countries are plotted against the average trade openness.  
 
Following the work by Giuliodori (2004, p.571) who focuses in OECD 
countries, I focus the empirical investigation on the real exchange rate and 
current account dynamics in four Asian countries, namely Indonesia, Korea, 
Philippines and Thailand. These economies are financially unstable and 
greatly influenced by the large and developing economies such as US and 
Japan. Further investigation on current account dynamics is needed in these 
economies in order to get a better understanding of international financial 
transmission mechanisms which are important for the policy decision making.  
 
For these purposes, I estimate bivariate and trivariate structural vector 
autoregressive (SVAR) models for Asian economies. These VAR models are 
restricted using the Blanchard-Quah decomposition where real and nominal 
shocks are identified in the long-run. For the purpose of robustness, the results 
from bivariate models are compared with the results from trivariate models. 
The impulse response functions (IRF) and forecast error variance 
decompositions (FEVD) are compared among these four Asian economies 
before and after the financial crisis of 1997Q3. The results before the crisis 
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and during/ after the crisis are quite different across countries. Moreover, trade 
openness does not have a close link with the current account responses on 
nominal shocks. These results are somehow contrasted to the results reported 
by Giuliodori (2004, p.578) and Lee & Chin (1998) where nominal/ monetary 
shock is the main explanatory component to current account fluctuations and 
trade openness is positively linked to the responses of current account on 
nominal shocks. However, their results are based on the empirical analysis in 
industrialized countries.  
 
The rest of the paper is structured as follows. The next section discusses the 
theoretical background of current account dynamics in NOEM literature. 
Section three discusses the empirical results from previous studies regarding 
the current account determination and the relationship between current 
account and real exchange rate. Section four highlights the empirical 
estimation of bivariate and trivariate VAR models for four Asian countries 
using the data sources available. This is followed by the presentation of the 
results from impulse response functions and forecast error variance 
decompositions in section five. Section six discusses the results. Section seven 
concludes. 
 
2 Theoretical Background 
 
The seminal of Redux model has widen the analysis of international financial 
macroeconomics and opens a road to a further and advance studies on 
economic transmission and monetary policy analysis. The literature of Redux 
model and more generally, the NOEM (New Open Economy Macroeconomics) 
framework is based on the microfoundation economies with market 
imperfections and price rigidities. By assuming the law of one price (LOP) 
and purchasing power parity (PPP) hold continuously, and that price are sticky, 
a rise in home country’s money supply leads to an immediate depreciation of a 
local currency. This transmission is fully pass-through to domestic prices.  
 
With the nominal depreciation, consumption is switched to domestically 
produced goods, triggering a domestic short-run current account surplus. 
There is, however different conclusions for such monetary transmission to 
current account by applying alternatives assumptions.  
Some researchers have extended the Redux model by allowing the partial/ 
gradual pass-through of exchange rate where PPP and LOP do not hold in the 
short-run. For instance, Betts and Devereux (2000) introduce the pricing to 
market (PTM) behavior where firms discriminate and set different prices 
between local and foreign markets. The effects to current account is, the 
higher the PTM, the lower the international expenditure switching effects are. 
In the limiting case (full PTM), current account is unaffected by monetary 
shocks.  
 
Chari et.al (2001) extends the Redux model by introducing capital as a second 
factor in production. They show that a strong investment behavior leads to the 
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increases in import. This boom limits the expenditure switching effect on 
current account.  
 
As discussed in Giuliodori (2004, p.572), Tille (2001) goes one step further by 
assuming elasticity of substitution between two goods are different across 
countries in his model. By assuming PPP and LOP hold over time, 
depreciation in exchange rate will generate a current account surplus in the 
close substitution case. Conversely, depreciation of exchange rate will lead to 
a current account deficit if goods produced in two countries are poor 
substitutes.  
 
3 Empirical Reviews 
 
Over the last few years, there have been a growing number of empirical 
studies based on the theoretical NOEM framework. Generally, there are two 
approaches in the empirical analysis of NOEM models. The first approach is 
matching the unconditional moments derived from a calibrated model with the 
moments of actual data. The alternative approach is using the conditional 
moments such as VAR framework (Billmeier, 2002, p.7). 
 
It is found that the results from the previous studies on exchange rate and 
current account dynamics are broad and controversial. Applying different 
assumptions and looking from different aspects using different empirical 
approaches, the effects of nominal monetary shocks on current account are 
different across countries. 
 
Researchers such as Lee & Chin (1998), Giuliodori (2004, p.577) show that 
nominal (monetary) shock is the major explanatory variable to current account 
fluctuations whereas Billmeier (2002, p.2) and Zhang (2004, p.3) show the 
opposite result where nominal (monetary) shocks have no explanatory power 
in current account fluctuations. 
 
Lee & Chin (1998) study the current account and real effective exchange rate 
dynamics for seven major industrial countries, restricting the temporary 
shocks to have no long-run effect on real effective exchange rate. Their VAR 
results show that permanent shocks cause permanent appreciations of real 
effective exchange rate whereas temporary shocks induce temporary 
depreciations of real effective exchange rate and improvements in current 
account. Permanent shocks have large and long term effect on real effective 
exchange rate but small effects on current account. Conversely, monetary 
shocks have large effects on both current account and real effective exchange 
rate in the short-run but not in the long-run.  
 
Following the SVAR approach of Lee & Chin (1998), Giuliodori (2004, 571) 
focuses his study on 14 OECD countries. In line with the results of Lee & 
Chin (1998), Giuliodori (2004, 577) finds that nominal disturbances explain 
the major fraction in the movement of current account. Moreover, the size of 
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the effects is proportionally and positively linked to the degree of trade 
openness.  
 
Zhang (2004, p.2) investigates the role of monetary shocks and real shocks on 
current account, terms of trade and real exchange rate dynamics using 3 
NOEM models for 7 countries. The first model has a general household 
preference specification. The second model is the baseline model as in 
Obstfeld & Rogoff (1995) with restrictions fixed on parameters. The third 
model is the PTM model. His results show that PTM does not play a role in 
determining the current account and real exchange rate movement but may 
affect the movement of terms of trade. Monetary shocks are important in 
explaining the terms of trade and real exchange rate fluctuation but may not 
have a significant role in determining the current account movement. This 
results are opposite to the results reported by Lee & Chin (1998) and 
Giuliodori (2004, p.577) but consistent with the results in Billmeier (2002, 
p.2). 
 
Using a three-variable VAR approach in G-7 countries, Billmeier (2002, p.2) 
finds that current account reacts differently across countries towards shocks. 
His result concludes that nominal shock is not the main explanatory 
component to current account and the impacts of shocks vary across countries.  
 
Regarding the relationship between (real) exchange rate and current account, 
Bergin (2004, p.3) and Henry & Longmore (2003) show that (real) exchange 
rate has no significant role in determining the current account movement. In 
his analysis, Bergin (2004, p.4) uses a two-country NOEM model, US versus 
G-7 countries and shows that unconditional interest parity (UIP) shocks play a 
greater role in explaining the movement of current account compare to that of 
exchange rate. Henry & Longmore (2003), however focus their study on 
Jamaica using the unrestricted error correction model. Their results show that 
real effective exchange rate does not play a significant role in determining the 
current account movement of Jamaica. 
 
In another case, Thoenissen (2003, p.3) sets up a DSGE model with 
incomplete financial market and deviation from PPP condition. Using the 
cross-correlation approach, he finds that cross-correlations between real 
exchange rate and current account can be positive or negative depends on the 
structural parameters of the model, on the source and nature of the shocks and 
the net foreign assets position of the home economy.  
 
4 Methodology and Empirical Analysis 
 
Following Lee & Chin (1998) Giuliodori (2004, p.1) and Billmeier (2002, p.1), 
this study adopts structural VAR approach where the long-run effect is 
restricted to zero using the Blanchard & Quah framework. There is no 
restriction on the short-run effects. This study is focused on four crisis hit 
Asian countries namely Indonesia, Korea, Philippines and Thailand. The 
selection of the countries is based on the availability of data. The bivariate 
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VAR models are constructed first to investigate the relationship of real 
exchange rate and current account. The robustness of the results is compared 




Most of the studies about real exchange rate and current account behavior are 
focused on the developed countries. Apart from previous studies, this study is 
focused on several emerging economies in Asian. However, the main problem 
of this study is the availability of data. Most of the Asian countries do not have 
long enough quarterly series for Gross Domestic Product (GDP), current 
account and real effective exchange rate (REER). Due to this problem, the 
bilateral exchange rate of national currencies per US Dollar divided by 
consumer price series (in logarithms form) or RER are used to replace the real 
effective exchange rate series (in logarithms form) or REER. This implies that 
the effects of shocks from foreign country are restricted to US rather than to 
the trade partners countries. The selection of national currencies per US Dollar 
exchange rate series are appropriate since observed/ real data show that US 
has great influences in these economies (see below). Only four Asian countries 
have long enough data and are included in this study. These countries are 
Indonesia, Korea, Philippines and Thailand. The data is divided into two sub-
periods: before 1997Q4 and 1997Q4 and onwards. The detaisl of the data are 
summarized in appendix I. 
 
The Asian countries are of interest as these countries have some economic 
features and structures which are quite different compare to others countries. 
First, these countries are small and open economies. They are vulnerable to 
external shocks. According to Calvo & Reihhart (2001), exchange rate shocks 
in these economies tend to pass-through into aggregate inflation at a much 
faster rate than in industrialized economies.  Besides, exchange rate pass- 
through is very rapid in emerging markets but slow for advanced economies 
(Devereux, 2000, p.3).  
 
Second, these countries are greatly influenced by US . US and Japan are their 
main trade partners. Data show that US and Japan are the first and second 
large trade partners in most of the Southeast Asian countries.  
 
Besides being the main trade partner, US also has great influences in these 
economies as most of the international trade in these economies are traded in 
US Dollar. For example, from 1980-2000, 85% of Korea exports and about 
80% of Korea imports are invoiced in US Dollar, with about 12.4% of import 
(from Japan) invoiced in Yen (Monthly Statistical Bulletin, Bank of Korea).  
 
Third, most of the imported goods in these countries are intermediate goods to 
be used in production. For example, IMF country’s specific reports show that 
more than 70% of imports of Malaysia are intermediate goods. In Philippines, 
more than 40% of its imports are raw materials and intermediate goods. Ito & 
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Sato (2006) argue that the effects of imported goods inflation are large in these 
countries especially Indonesia. 
 
In this study, the data for Korea are from 1980Q1-2006Q1, Philippines from 
1981Q1-2005Q4, Thailand from 1993Q1-2006Q1 and Indonesia from 
1990Q1-2006Q1. All the data are from the International financial statistics 
(IFS), IMF. The series used in this study are current account per output ratio 
(CAY), logarithms of real exchange rate of national currency per US Dollar 
(RER) and logarithms of national GDP per US GDP (YY). The definition and 




This empirical analysis applies the structural VAR framework. First, the 
bivariate structural VAR models are constructed. The results are then 
compared with the results using structural trivariate models.  
 
A bivariate VAR model consists of the transformed real exchange rate (RER) 
and current account (CAY) variables. It is assumed that there are two sources 
of shocks in the economy, a permanent, tp and temporary shock, tt . Both 
series are subject to the unit-root test of stationarity. I compare the results of 
two unit-root test, the Augmented Dicky-Fuller (ADF) and Schmidt-Phillips 
(SP) test.  
 
The results of unit root test for the full series are summarized in table II(1) in 
appendix II where ∆ denotes the first differenced operator. It is found that the 
CAY series for all the countries in this study are able to reject the null 
hypothesis of unit-root except Korea. These results hold for the first and 
second period. The CAY variable for Korea becomes stationary after taking a 
first differenced process. 
 
The other two variables, namely real exchange rate (RER) and relative output 
ratio (YY) are not stationary in all cases. They become stationary after taking 
a first differenced process.  
 
Both the vector of stationary endogenous variables and the vector of structural 





















         (2) 
 
The long-run effects of temporary shocks to real exchange rate are restricted to 
zero using the Blanchard-Quah decomposition. There is no restriction on the 
effects of permanent shocks in both short-run and long-run however. As in 
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Giuliodori (2004, p.577), the temporary shocks are interpreted as monetary 
disturbances while the permanent shocks are interpreted as real shocks. 












       (3) 
 
The output variable is added into the bivariate model to construct a trivariate 
model. The output series (YY) for most countries are not stationary on their 
level and need to be differenced. The vector of endogenous stationary 









 = ∆ 
  
         (4) 
 
There are three shocks in this system, namely demand td , supply ts  and 











 =  
  
         (5) 
 
Following Giuliodori (2004, p.580), restrictions are set in a way that monetary 
shocks have no long-run effect on output and real exchange rate whereas 
demand shocks have no effect on output in the long-run. The matrix of long-












 =  
  
      (6) 
 
Both VAR model are estimated separately for each of the four Asian countries. 
The series are divided into two sub-periods, the period before 1997Q4 (period 
I) and 1997Q4-2006Q1 (period II). For the purpose of robustness, the analysis 
also use the data exclude the crisis period (1999Q2 onwards) in the 
comparison of FEVD. The determination number of lag for each country is 
based on the Schwarz criterion (SC) and Akaike info criterion (AIC). The 
specifications of the model are summarized in table II(2) in appendix II. The 
robustness of the results is tested using diagnostic checking. To save space, the 
results of the diagnostic test are not presented here. Finally, FEVD and IRF 






This section presents the results of estimations. First, the responses of current 
account with respect to various shocks are discussed. Second, the relatively 
explanatory power of shocks on current account is compared using the 
forecast error variance decompositions.  
 
5.1 Impulse Responses (IRF) 
 
The results of IRF are summarized in appendix III. In all cases, the patterns of 
IRF using the full sample and sub- sample data under the bivariate model are 
consistent with the results of the trivariate model.  
 
The figures show the responses of current account to a positive one standard 
deviation of nominal and real shocks. In this study, a 1% increase in real 
(exchange rate) shocks means a depreciation of 1% in real exchange rate 
shocks.  The middle line represents the responses while the upper and lower 
dashed lines are two standard error bands.  
 
 
A. Bivariate Model 
 
It is assumed that the there are two types of shocks in this system, the real/ 
permanent shocks (impulsed by the real exchange rate) and the nominal/ 
temporary shocks (impulsed by the current account).  
 
Using the full sample data for four countries, the results of the impulse 
responses functions are consistent with the results by Giuliodori (2004, p.577). 
A positive temporary (monetary) shock leads to a short-run improvement of 
current account but causes depreciation in real exchange rate (RER) 
immediately and dies out in the long-run in all countries. On the other hand, a 
permanent shock (depreciation in RER) leads to a depreciation in the real 
exchange rate (RER). These results hold for all countries, before and during/ 
after the financial crisis.  
 
The responses of current account to permanent (depreciation in RER) shocks 
are quite different. In all cases ( period I, period II and the full sample), a 1% 
permanent shock leads to an immediately decline in current account in all 
countries except Korea. In Korea, the current account increases immediately in 
response to this shock. 
 
B. Trivariate Model 
 
There are three types of shocks here, the supply shocks (impulsed by output), 
the demand shocks (impulsed by real exchange rate) and the monetary shocks 
(impulsed by current account).  
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Consistent with the results of Giuliodori (2004, p.580), the results of the 
trivariate system show that an increase of a supply shock leads to an 
improvement in output for both cases and both periods for all countries. A 
demand shock leads to an increment in output and an appreciation in real 
exchange rate in all countries. Also, a monetary shock leads to depreciation in 
the real exchange rate immediately in all countries for both periods. However, 
a monetary shock leads to different responses of output using the full sample 
data and sub-samples data for these four countries. 
 
The results of bivariate system are consistent with the results of trivariate for 
both periods in all countries. In general, the patterns of the impulse response 
functions in all the countries are almost the same except in that of Korea.  
 
5.2 Forecast Error Variance Decompositions (FEVD) 
 
The FEVDs show the values of the percent share of variance of the n-step 
forecast error of a variable that can be explained by the innovation in another 
variable (Billmeier, 2002, p.13). The FEVD results are summarized in table II, 
appendix II. 
 
Table II(3a) shows the maximum effects of shocks on current account in 
period I and period II. These results are obtained from the maximum percent 
share of variance of each shock on current account by running the SVAR 
model (bivariate and trivariate models). For the purpose of robustness, table 
II(3b) summarized the result using the data after the crisis (exclude the crisis 
period, 1999Q2 onwards). 
 
A Bivariate Model 
 
The results show that the monetary or nominal shock is the main explanatory 
to the dynamic of current account before and during/ after the crisis in all 
countries except Philippines. This result holds in Philippines in period I but in 
period II and the 1999Q2 onwards, real or permanent shock has a better 
explanatory power on the movement of current account in Philippines. 
 
B Trivariate Model 
 
The results of FEVD in the bivariate model are consistent with the one shown 
in trivariate model where nominal monetary shocks (impulsed by CAY) is the 
main explanatory factor of current account dynamic in all cases across all 
countries with the exception of Philippines. 
 
On the other hand, comparisons of the effects of shocks over time (table II 
(3c)) show that the real exchange rate shock (RER) and output (YY) effects 
have declined over time in Indonesia. However, these two effects are high 
during the crisis period in Korea and Philippines and can be the main factor 
that contributed to the crisis in these countries. The effect of output shock 
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remains high in Philippines during and after the crisis. The effect of monetary 




The results from this study show that the current account dynamics in four 
Asian countries are different and vary between two periods: the periods before 
the crisis and the periods of crisis onwards. These results are somewhat 
different comparing to the results from previous studies which focused in 
industrialized countries. What are the factors that drive these differences?  
 
In order to find out the answers, comparisons are made among these four 
countries from three aspects: exchange rate regimes and policies, trade 
openness and economics indicators. 
 
Table I(3) in appendix I summarize the exchange rate regimes and monetary 
policies in these countries before and after the crisis. It seems that these four 
countries share the same features: moving from limited flexibility regimes to 
floating/ flexible exchange rate after the financial crisis of 1997. These 
countries also move from monetary targeting to inflation targeting. Thailand 
and Indonesia have adopted the inflation targeting in 2000, Korea mid 1990s 
and Philippines in 2002.  
 
Comparisons from the aspect of the trade openness (total amount of import 
and export divided by GDP) show that these countries have different degree of 
trade openness. Thailand has the highest degree of trade openness, followed 
by Philippines, Korea and Indonesia. All the countries show the increment in 
their trade openness after the crisis (Table II(5), appendix II).  
 
Comparisons of the degrees of trade openness and the maximum effects of 
monetary shocks on current account show that the volume of monetary shock 
effect does not have a clear relationship with the degree of trade openness. 
This result is not consistent with the results in Giuliodori (2004) who focuses 
the study in OECD countries.  
 
Table I(2), appendix I shows the average rate for inflation, GDP growth and 
current account balances of these four countries. All the countries show a 
decline in average inflation rates after the crisis except Indonesia. These 
countries also gain improvements in their current account balances. However, 
there is a decline on average GDP growth rate after the crisis except 
Philippines.  
 
Comparisons of the main explanatory component on current account and 
economics indicators within these countries show that Philippines is the only 
country that gain the improvement in the GDP growth rate among these 
countries in the consideration. Therefore, this country has the greatest effect 
from YY on current account in period II compare to others effects of shocks. 
The effects of YY shock increase from 5% (in period I) to 43% (in period II).  
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This effect dominates the effects of monetary shock on current account in 
period II.  
 
It is implied that Philippines does not target on the strict inflation targeting but 
at the same time, set other variables as its policy target such as output gap 
targeting. The economy structural, policy rules, decisions and performances 
may help in explain this differences of the effects of shocks on current account 
dynamics. Further research stressed on country-specific particularities is 




The current account fluctuation and real exchange rate movements are always 
a controversial issue in the international financial macroeconomics literature. 
The NOEM models have opened a wider road to the analysis of current 
account and real exchange rate dynamics. Although the theoretical NOEM 
framework has developed rapidly, the empirical counterparts follow are very 
limited.  
 
This paper puts these two variables together in a structural VAR system for 
further analysis. This study is focused on four emerging Asian countries. The 
data are divided into two periods, before and during/after the crisis. The results 
are quite different comparing to the results on previous studies that focused on 
industrialized countries. Nominal shock does not appear to be a main 
explanatory component on current account in all Asian countries. The degree 
of openness does not show a significant contribution in determining the 
current account responses on types of shocks.  The results suggest the need for 






Bergin,P.R. (2004). How well can the new open economy macroeconomics 
explain the exchange rate and current account? NBER working paper no. 
10356. 
 
Billmeier,A. (2002). Current account fluctuations: how important are nominal 
shocks? European University Institute. 
 
Devereux,M.B & Lane,P.R. (2001). Exchange rate and monetary policy in 
emerging market economics. CEPR. 
 
Giuliodori,M. (2004). Nominal shocks and the current account: a structural 
VAR analysis of 14 OECD countries. Review of World Economics,vol. 140. 
 
Henry,C & Longmore,R. (2004). Current account dynamics and the real 
effective exchange rate: the Jamaican experience. Bank of  Jamaica. 
 13
 
Hernandez, L & Montiel, P.J. (2001). Post-crisis exchange rate policy in five 
Asian countries: filling in the “ hollow middle”? IMF & Williams College. 
 
International Monetary Fund. (2006). De Facto classification of exchange rate 
regimes and monetary policy framework. 
http://www.imf.org/external/np/mfd/er/2006/eng/0706.htm. 
 
Ito,T & Sato,K. (2006). Exchange rate changes and inflation in post-crisis 
Asian economies: VAR analysis of the exchange rate pass-through.. NBER 
working paper no. 12395. 
 
Kim, S & Park Y,C. (2006). Inflation targeting in Korea: a model of success? 
BIS papers no.31. 
 
Lee,J & Chin,M.D. (1998). The current account and the real exchange rate: a 
structural VAR analysis of major currencies. NBER working paper no. 6495. 
 
Lee,J & Chin,M.D. (2002). Current account and real exchange rate dynamics 
in the G-7 countries. IMF working paper WP/02/130. 
 
Malik,H. (2005). Monetary-exchange rate policy and current account 
dynamics. Lakehead University. 
 
Mariano, R.S & Villanueva D,P. (2006). Monetary policy approaches and 
implementation in Asia: the Philippines and Indonesia. BIS papers no. 31. 
 
McCauley, R.N. (2006). Understanding monetary policy in Malaysia and 
Thailand: objectives, instruments and independence. BIS papers no. 31.  
 
Obstfeld,M & Rogoff,K. (1995). Exchange rate dynamics redux. Journal of 
Political Economy, 103(620-660). 
 
Obstfeld,M & Rogoff,K. (1996). Foundations of international 
macroeconomics, Cambridge: MIT Press. 
 
Santoso,w. (2000). Exchange rate policy in the post financial crisis: the case of 
SEACEN countries. SEACEN Research & Training Centre. Kuala Lumpur. 
 
Thoenissen,C. (2003). Current account and real exchange rate dynamics and 
the role of net foreign assets. University of St. Andrews. 
 
Zhang,Y.(2004). The role of monetary shocks and real shocks on the current 
account, the terms of trade and the real exchange rate dynamics: a SVAR 




































List of Series, Definitions and Data sources 
No. Variables Year Data Source 
1 Logarithms of Real exchange rate 
(RER) 
a) Indonesia  









Logarithms of the ratio of Bilateral exchange 
rate of national currency per US Dollar over 
consumer price index. The series are then 
seasonally adjusted using Census X12 program. 
These series are not stationary and have to be 
first differenced. 
International Financial 
Statistics (IFS), IMF 
2 Current account per output ratio 
(CAY) 
a)     Indonesia  









The original current account series in US 
currency are transformed into national 
currencies by multiplying the series with 
bilateral exchange rates. 
These series are then divided by the nominal 
gross domestic products (GDP) 
International Financial 
Statistics (IFS), IMF 
3 Logarithms of Output ratios (YY) 
a) Indonesia  








Logarithms of the home real GDP over US real 
GDP output ratios. These series are not 
stationary and have to be seasonally first 
differenced.  
International Financial 
Statistics (IFS), IMF 
 
Table I(2) 
Economics indicators (average %) before and after financial crisis 
 Average Inflation (%) Average GDP growth (%) Average Current account balance (% on 
GDP) 
 1989-1996 1999-2006 1989-1996 1999-2006 1989-1996 1999-2006 
Indonesia 8.3 10.9 8.1 4.4 (-) -2.3 3 
Korea 6.3 2.8 7.8 5.7 (-) -1.1 2.4 
Philippines 9.8 5.4 3.3 4.5 (+) -4.0 0.1 
Thailand 5.2 2.2 9.0 4.9 (-) -6.3 3.6 






Monetary Policy Framework 
No Countries Monetary Policy Framework 
1 Thailand Three main periods: 
1. Pegged exchange rate regime (2nd World War-June 1997) 
      The value of Baht was pegged to a major currency/ gold or to a basket of currencies 
2. Monetary targeting regime (July 1997-May 2000) 
Beginning the periods of floating exchange rate.  
Received assistance from IMF, targeted at domestic money supply. 
Set daily and quarterly monetary base targets. 
3. Inflation targeting regime (May 2000-present) 
Inflation targeting is more effective as the relationship between money supply and output growth was 
becoming less stable after financial crisis. 
Official exchange rate regimes: 
1. January 1970-June 1997-----fixed 
2. July 1997-current----Independently floating 
 
2 Korea Three main periods: 
1. Monetary targeting 
Since 1957, M1 was pre-announced quarterly or yearly as a macroeconomics policy 
In 1979, monetary target changed to a M2 growth rate till mid 1990s 
After crisis 1997-98, accepted IMF rescue financing plan, used M3 as reference value of monetary base, 
at the same time, adopted inflation targeting (two pillar system) 
In 2001, M3 growth rate only monitored, and the monitoring ended in 2003 with a pure inflation 
targeting 
2. Interest rate as an operational target 
After 1997-98, the interest rate was accepted as an operational target. 
Since 1999, Monetary Policy Committee (MPC) announced the target call rate for interest rate. 
3. Inflation targeting 
Since 2000, core CPI inflation rate has been chosen as the benchmark inflation indicator. 
The target rate is determined annually with the range of +/-1%. 
Official exchange rate regimes: 
1. March 1980-October 1997----Managed floating 




3 Indonesia Two periods: 
1. Monetary targeting 
In the past, base money was used as the operational target 
2. Inflation targeting (2000 onwards) 
In the mid to late 1990s, a gradual shift to inflation targeting was launched. 
The 1999 central Bank Law gave the autonomy to Bank of Indonesia to adopt inflation targeting 
The inflation target is based on a core CPI with an explicit inflation target where base money is used as 
the operational target (policy instrument). 
From July 2005, Bank of Indonesia rate is used as the policy instrument. 
Official exchange rate regimes: 
1. November 1978-June 1997----Managed floating 
2. July 1997-current----Independently floating 
 
4 Philippines Two periods: 
1. Monetary targeting 
In the past, monetary policy framework based on base or reserve money programming. 
2. Inflation targeting (2002 onwards) 
Inflation targeting policy adopted formally in January 2000 and the implementation started in January 
2002. 
CPI or headline inflation is used as its monetary policy target and overnight repurchase rate and reverse 
repurchase rate are used as the main instrument of monetary policy. 
Official exchange rate regimes: 
1. January 1988-current----Independently floating 
 











 Unit root test for stationarity 
Variables Period I  Period II  































































































































All the variables are as defined in table I(1) 
Period I is the period before 1997Q3 and period II the period after 1997Q3 
ADF is the Augmented Dicky-Fuller Test and SP is the Schmidt Phillips Test 
+ denotes a 10% significant level; ++ denotes a 5% significant level and +++ denotes a 1% significant level of test statistic 




 INDONESIA KOREA PHILIPPINES THAILAND 
SPECIFICATION PERIOD 1 PERIOD 2 PERIOD 1 PERIOD 2 PERIOD 1 PERIOD 2 PERIOD 1 PERIOD 2 
BIVARIATE 1 LAG, C, T 1 LAG, C, T, 
IMP97Q4 
1 LAG, C, T, 
S 
1 LAG, S, C, 
T, IMP97Q4 
1 LAG, C, T, 
S 
1 LAG, C, T, 
S, IMP97Q4 
- 1 LAG, S, C, T, 
IMP97Q4 
TRIVARIATE 2 LAG, S, C 1 LAG, S, C, T 
IMP97Q4 
1 LAG, C 1 LAG, S, C, 
T, IMP97Q4 
2 LAG, S, C, 
T 
1 LAG, C, T, 
S, IMP97Q4 




1 LAG, C, S, IMP98Q1, SH97Q4 1 LAG, C, T SH97Q4 1 LAG, S, C, T, IMP97Q4 1 LAG, S, C, T, IMP97Q4 
TRIVARIATE 
(FULL SAMPLE) 
1 LAG, S, C, T, IMP98Q1, 
SH97Q4 
1 LAG, C, S, IMP97Q4 4 LAG, C, T, IMP97Q4, 
IMP87Q4 
1 LAG, S, C, T, IMP97Q4 
Note: 
C=constant or intercept term  IMP=impulse dummy  Period 1=period before 97Q3       
S=seasonal term    LAG= no. of lag (s) Period 2=97Q3 onwards 




Comparisons results on the maximum effects of shocks on current account: Bivariate versus Trivariate 
(A) Bivariate 
Countries Max. Effects of CAY 
(Nominal shocks) 
Max. effects of RER 
(Real/ permanent shocks) 
 Period I Period II Period I Period II 
Indonesia 0.76 0.78 0.24 0.22 
Korea 1.00 0.89 0.04 0.22 
Philippines 0.93 0.53 0.07 0.59 










Countries Max. effects of CAY 
(Monetary shocks) 
Max. effects of RER 
(Demand shocks) 
Max. effects of YY 
(Supply shocks) 
 Period I Period II Period I Period II Period I Period II 
Indonesia 0.50 0.82 0.32 0.12 0.28 0.06 
Korea 0.82 0.48 0.05 0.17 0.13 0.46 
Philippines 0.88 0.36 0.09 0.28 0.05 0.43 
Thailand - 0.90 - 0.10 - 0.00 
Notes:  
The maximum effects of shocks (in percentage) are obtained from FEVD generated by running the SVAR models 
Period I refers to the period before 1997Q3 and period II refers to the period after that 
 
Table II(3b) 
FEVD: Responses of current account on different shocks after the crisis 
(1999Q2 onwards, excluding the crisis period) 
(A) Bivariate system 
 Indonesia Korea Philippines Thailand 
Forecast 
horizon 
RER shock CAY shock RER shock CAY shock RER shock CAY shock RER shock CAY shock 
1 0.09 0.91 0.01 0.99 0.27 0.73 0.03 0.97 
4 0.09 0.91 0.01 0.99 0.55 0.45 0.03 0.97 
8 0.09 0.91 0.01 0.99 0.56 0.44 0.03 0.97 
12 0.09 0.91 0.01 0.99 0.56 0.44 0.03 0.97 
16 0.09 0.91 0.01 0.99 0.56 0.44 0.03 0.97 
20 0.09 0.91 0.01 0.99 0.56 0.44 0.03 0.97 
 
(B) Trivariate system 
 Indonesia Korea Philippines Thailand 
Forecast 
horizon 
















1 0.0 0.08 0.92 0.06 0.02 0.91 0.20 0.06 0.73 0.03 0.00 0.97 
4 0.0 0.08 0.92 0.06 0.02 0.91 0.42 0.13 0.45 0.19 0.09 0.72 
8 0.0 0.08 0.92 0.06 0.02 0.91 0.43 0.14 0.44 0.21 0.14 0.65 
12 0.0 0.08 0.92 0.06 0.02 0.91 0.43 0.14 0.44 0.21 0.14 0.65 
16 0.0 0.08 0.92 0.06 0.02 0.91 0.43 0.14 0.44 0.21 0.14 0.65 




Comparisons on the maximum effects of shocks over time 
 Indonesia Korea Philippines Thailand 
 Period I Period II Period III Period I Period II Period III Period I Period II Period III Period I Period II Period III 
CAY 0.50 0.82 0.92 0.82 0.48 0.91 0.88 0.36 0.73 - 0.90 0.97 
RER 0.32 0.12 0.08 0.05 0.17 0.02 0.09 0.28 0.14 - 0.10 0.14 
YY 0.28 0.06 0.00 0.13 0.46 0.06 0.05 0.43 0.43 - 0.00 0.21 
Notes:  
Period I refers to periods before 1997Q1 (before crisis) 
Period II refers to periods 1997Q4 onwards (during and after the crisis) 
Period III refers to periods 1999Q2 onwards (exclude the crisis period) 
The maximum effects of shocks are obtained from the FEVD generated under the VAR trivariate system 
 
Table II(4) 
Comparisons on the effects of shocks on Current Account Before and After Crisis 
Countries Main explanatory component on current account dynamics 
 Before crisis Crisis and onwards 
Indonesia Nominal shocks Nominal shocks 
Korea Nominal shocks Nominal shocks 
Philippines Nominal shocks Real shocks 
Thailand Nominal shocks Nominal shocks 
 
Table II(5) 
Trade openness and current account responses to nominal shocks 
COUNTRIES TRADE OPENNESS CURRENT ACCOUNTS RESPONSES TO 
NOMINAL SHOCKS 
 1989-1996 1999-2006 1997-2006 BEFORE CRISIS DURING/AFTER 
CRISIS 
Indonesia 0.41 0.48 0.51 0.76 0.78 
Korea 0.49 0.64 0.63 1.00 0.89 
Philippines 0.53 0.94 0.92 0.93 0.53 
Thailand 0.68 1.12 1.06 - 0.89 
 Notes: 
 The trade openness is defined as the total trade divided by GDP. 






Comparisons of Impulse Response Functions (IRF)results: Bivariate versus Trivariate 
(A) Bivariate  
Countries Period I Period II Full sample 
Indonesia 
   
Korea 
   
 viii
Philippines 




The representations of the IRF in bivariate models are as follows: 
RER RER CAY RERt t t t
RER CAY CAY CAYt t t t
∆ →∆ →∆ 
















The representations of the IRF in trivariate models are as follows: 
t t t t t t
t t t t t t
t t t t t t
YY YY RER YY CAY YY
YY RER RER RER CAY RER
YY CAY RER CAY CAY CAY
→ → → 
 → → → 
 → → → 
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